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Attached is Audits and Investigations' special request audit report of Security Paving Company, 
Inc.'s claimed costs under agreement number 07-0607V4. The results were communicated with 
Security Paving Company, Inc. and its comments have been considered. 

Please provide our office with a corrective action plan within 90 days of the date ofthis letter. 
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Findings and Recommendations Section of this audit report. Ifall findings have not been 
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Ifyou have any questions or need additional information, please call Felix Li, Audit Manager, at 
(916) 323-7897, or me at (916) 323-7911. 
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AUDIT REPORT 


Objectives, 
Scope, and 
Methodology 

We have audited MCMlSecurity Paving Joint Venture (Contractor) 
claimed costs under Contract 07-0607U4 with the Califurnia Department 
of Transportation (Department) to: 

• 	 To determine if the costs claimed are supported and reflects costs 
allowable under the Code of Federal Regulations (CFR) 48, 
Chapter 1, Part 31 

• 	 To determine if the costs elaimed meet the requirements in the 
Contract General and Special Provisions 

• 	 To determine if the costs claimed are in compliance with the 
Department Standard Specifications 

The Contractor is responsible for the fair presentation of the claimed 
costs, ensuring compliance with Contract provisions and State and 
Federal regulations, and the adequacy of its financial management 
system to accumulate and segregate reasonable, allocable, and allowable 
costs. 

We conducted this perfurmance audit in accordance with Government 
Auditing Standards issued by the Comptroller General of the United 
States ofAmerica. Those standards require that we plan and perform the 
audit to obtain sufficient, appropriate evidence to provide a reasonable 
basis for our findings and conclusions based on our audit objectives. We 
believe that the evidence obtained provides a reasonable basis fur our 
fiodings and conclusions based on our audit objectives. The audit was 
less in scope than an audit perfonned for the purpose of expressing an 
opinion on the financial statements of the Contractor. Therefore, we did 
not audit and are not expressing an opinion on the Contractor's financial 
statements. 

An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the data and the records selected. An audit 
also includes assessing the accounting principles used and significant 
estimates made by the Contractor, as well as evaluating the overall 
presentation. 

The scope of the audit was limited to financial and compliance activities 
related to the above-referenced Contract. The audit consisted of tests of 
transactions supporting costs billed through Oetober 30, 2007. 
Transactions arising subsequent to this date were not tested and, 
accordingly, we do not express an opinion on costs or credits arising 
after this date. As a result, opinions expressed in this report pertain 
solely to the Contractor's compliance with Federal, State regulations and 
contract provisions. 
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Objectives, 
Scope, and 
Methodology 
(Continued) 

Conclusion 

Views or 
responsible 
officials 

AUDIT REPORT 

Due to inherent limitations in any financial management system, 
misstatements caused by error or fraud may occur and not be detected. 
Also, projections of any audit of the financial management system to 
future periods are subject to the risk that the financial management 
system may become inadequate because of changes in conditions, or that 
the degree of compliance with the policies and procedures may 
deteriorate. 

Based on our audit, the Contractor has not fully supported the delay costs 
and other costs claimed in the amount of $705,907.06 for labor, 
equipment and materials. Based on our audit of the Contractor's project 
cost records and interviews with the Contractor and Department 
Construction personnel, we determined that the Contractor is unable to 
support the claimed delay costs and other costs as detailed in the 
Findings and Recommendations Section of this report. 

The audit findings were discussed with Issam Abumuhor, District 7 
Resident Engineer, on May 26, 2010 and with Jolm Hancock, 
Headquarters Construction Coordinator, on April 5, 2010, and they 
concurred. The audit findings were also discussed with Joe Ferndino, 
Vice President, and Martin Pettee, Project Manager, Security Paving 
Company, Inc. on April 19, 2010 and they disagrced and declined to 
provide written comments. 

This report is intended for the information of the Department's 
management, the Federal Highway Administration, and the Contractor. 
However, this report is a matter ofpublic record and will be included on 
the "Reporting Transparency in Govermnent" website. 

ORIGINAL IIGNED BYI 

CARLOS M. AGUILA 
Ch.ier, External Audits 
Arch.itectural and Engineering. Construction, Proposition IB Projects 
Audits and lnvestigations 

February 28, 2010 
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FINDINGS AND RECOMMENDATIONS 


Finding 1
Financial 
Management 
System Does Not 
Segregate 
Contract Change 
Order Costs From 
Contract Item 
Costs 

Rewmmendation 

Finding 2
Apparent Conflict 
of Interest 

Rewmmendation 

The Contractor does not segregate contract change order costs from 
contract item costs in source documentation or financial management 
system and does not believe this segregation of cost is necessary. This 
recordkeeping practice does not comply with Department Standard 
Specification Sections 4-1.03 and 9-] .03C. 

Because the Contractor does not properly segregate costs, it is unknown 
how much of the claimed delay costs include contract change order 
costs. There is a risk that the Department may potentially double pay 
contract change order costs because the Department has paid the 
Contractor for the following contract change order costs, excluding 
mark-ups: 

Adjustments to Compensation 5602,367.15 
Extra Work - Force Account 357,64358 
Extra Work - Ltunp Sum 2,194,814.69 
Extra Work - Unit Pri~__----,,125,192.74 

Total 53.280,0]8.16 

The risk of duplicating payment is not reasonable based on CFR 48, 
Chapter 1, Part 31, Section 201-3. 

We recommend that the Contractor change its record keeping practices 
and financial management system to segregate contract change order 
costs contract item costs. 

The Contractor's vice president who oversees subcontracting has a 116 
ownership interest in subcontractor A.M. Concrete, Incorporated. The 
Contractor's two owners and another vice president each have 116 
ownership interest in A.M. Concrete, ]ncorporated There is an apparent 
conflict of interest in the procurement of the subcontract based on CFR 
49, Part ]8 that the Contractor was unaware of. Where a conflict of 
interest exists, there is a risk of abuse in the selection, award, or 
administration of the subcontract. 

We recommend that the Contractor comply with the administrative 
reqnirements of CFR 49, Part 18, and the Department should disallow 
the subcontract claim for A.M. Concrete in the amount of 534,481.23 
based on CFR 49, Part 18. 
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FINDINGS AND RECOMMENDATIONS 


Fmding 3
Unsupported 
Labor Escalation 
Costll 

Recommendation 

Finding 4
Unsupported 
Equipment 
Contract 
Enension CostlI 

Recommendation 

Finding S
Unsupported 
Materials 
Escalation CostlI 

Recommendation 

Finding 6
Other 
Unsupported 
Claimed CostlI 

The Contractor claimed $\00,668.53 in labor escalation eostlI on five 
prevailing wage classifications using total certified paymll bours for the 
two-year period from July 1, 2005 through June 30,2007 due to delays. 
Based on our audit, the Contractor was unable to support labor 
escalation eostlI per CFR 48, Chapter I, Part 31, Section 201-3 and the 
Department Standard Specification Sections 8-1.09 and 9-1.02 (See 
Exhibit B). As a result, the Department risks overpayment of contract 
costll. 

We recommend the Department disallow $100,668.53 of the 
$100,668.53 claimed labor escalation costll. 

The Contractor claimed $150,165.02 in equipment contract extension 
costll for K -rail due to delay. Based on our audit, the Contractor was 
unable to support equipment contract extension eostlI per CFR 48, 
Chapter 1, Part 31, Section 201-3 and the Department Standard 
Specification Sections 8-1.09 and 9-1.02 (See Exhibit C). As a result, 
the Department risIcs overpayment ofcontract eostlI. 

We recommend the Department disallow $150,165.02 of the 
$150,165.02 claimed equipment contract extension costll. 

The Contractor claimed $445,551.19 in materials escalation costll. 
Based on our audit, the Contractor was unable to support materials 
escalation eostlI per CPR 48, Chapter 1, Part 31, Section 201-3 and the 
Department Standard Specification Section 9-1.02 (See Exhibit D). As a 
result, the Department risks overpayment ofcontract costll. 

We recommend the Department disallow $445,55L19 of the 
$445,551.19 claimed materials escalation costll. 

The Contractor claimed $9,522.32 in other costll. Based on our audit, 
the Contractor was unable to support other costs per CFR 48, Chapter 1, 
Part 31, Section 201-3, the contract provisions, and Department 
Standard Specifications Section 9-1.03C (See Exhibit E). As a result, 
the Department risks overpayment of contract costs. 
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FINDINGS AND RECOMMENDATIONS 


Recommendation 	 We recommend the Department disallow $9,522.32 of the $9,522.32 
claimed other costs. 

Audit Team 	 Carlos M. Aguila, Chief, External Audits 
Felix Ii, Audit Manager 
Tim Pasco, Auditor 
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ATTACHMENTS 

EXHIBIT A - SUMMARY OF FINDINGS 

EXHIBIT B - LABOR ESCALATION ANALYSIS 

EXHIBIT C - EQUIPMENT CONTRACT EXTENSION COST ANALYSIS 

EXHIBIT D - MATERIALS ESCALATION ANALYSIS 

EXHmIT E - OTHER CLAIMED COSTS AND SUBCONTRACTING COST ANALYSIS 



EXHIBIT A • SUMMARY OF FINDINGS 
P2200·0428A 
07·0607U4 
Security Paving Company, Inc. 

SUMMARY OF AMOUNTS AUDITED 

Questioned Supported District 
Description Cost Claimed Cost Cost Analysis Notes 

Labor Escalation SI00,668.53 $100,668.53 $0.00 SO.OO See Exhibit B 

Equipment Contract Extension Costs SI50,165.02 SI50,165.02 $0.00 $0.00 See Exhibit C 

Materials Escalation· Asphalt $83,571.48 S83,571.48 SO.OO $0.00 See Exhibit D 

Materials Escalation - Concrete $361,979.71 $361,979.71 $0.00 $0.00 See Exhibit D 

Other Claimed Costs $9,522.32 $9,522.32 $0.00 $0.00 See Exhibit E 

$705,907.06 $705,907.06 SO.OO $0.00 
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EXHIBIT B - LABOR ESCALATION ANALYSIS 
P2200-0428A 
07-0607U4 

-=S_ec............... .....om=.p8D--'-"y.!....'In.;;.....;;e. 	 .._
urlty"-"-Pa.;;..V1n...;;·'-lg"-C..... .... _______________~~~ ..~_~ 

Security Paving Company, Inc. (Contractor) claimed $100,668.53 in Labor Escalation costs 
($67,219.91 in labor cost, $11,427.38 for 17 percent labor surcharge, and $22,021.24 for 28 percent 
mark-up). Sec below: 

Descri[!tion 	 Claimed Questioned Supported Notes 
Labor Costs 7/1/05-6/30/06 $40,707.97 $40,707.97 $0.00 A,B,C 

Labor Costs 7/1106-6/30/07 $26,511.94 $26,511.94 $0.00 A,B,C 


subtotal $67,219.91 $67,219.91 $0.00 

17"10 Labor Surcharge 7/1105-6/30106 $6,920.35 $6,920.35 $0.00 
17"10 Labor Surcharge 7/1/06-6/30/07 $4,507.03 $4,507.03 $0.00 

subtotal $11,427.38 $11,427.38 $0.00 

28% Mark-up 7/1105-6130106 
28% Mark-up 7/1106-6130/07 

subtotal 

$13,335.93 
$8,685.31 

$22,021.24 

$13,335.93 
$8,685.31 

$22,021.24 

$0.00 
$0.00 
$0.00 

D 
D 

Total $100,668.53 $100,668.53 $0.00 

Notes 
A The Contractm's accounting system does not segregate contract change order costs from contract 

item costs. The Contractm's claim is based on total certified payroll hours. The Contractor is 
unable to identifY and remove contract change order labor hours and related costs from the 
claimed costs. Consequently, the Department may potentially double pay contract change order 
costs. 

B The Contractor could not provide schedules ofwork to support the claimed delay period. Based 
on discussion with the Department Resident Engineer, the deJayperiod is September 13, 2006 to 
October 30, 2007. 

First working day May 17, 2002 ( Wark Day #306 ) 
+ 	 Number of days for the contract ( 960 days ) 

Original completion date March 28, 2006 (Work Day #1266) 
+ 	 Number ofweather days ( 116 days ) 

September 12,2006 (Work Day #1382 ) 

Work Completed October 30, 2007 

C 	The Contractor applied wage classification differentials for the wrong years, overstating claimed 
escalation factors. 

D Per Section 8-1.09-Right of Way Delays and Section 9-1.02-Scope ofPayment of the Standard 
Specifications, it is not reasonable fOT a mark-up to be paid on this claim. 'Therefore, the 
claimed 28 percent mark-up is disallowed. 
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EXHffiIT C - EQUIPMENT CONTRACT EXTENSION COST ANALYSIS 
P2200-041SA 
07-0607U4 
Security Paving Company, Inc:.. 

Security Paving Company, Inc (Contractor) claimed $150,165.02 in K-mil contract extension costs 
for Stage One due to delay ($136,513.65 K-mil costs, and ten percent mark-up 0[$13,651.67) 

The Contractor claimed contract extension costs for 959 pieces (5851 meters) of Stage One K-mil 
due to delay for 365 days at a rate of$0.39 per day plus a ten percent mark-up: 

Description Oaimed Questioned Supported Notes 
Pieces ofK-raii 
Number ofdays in place 
Rate per day 

subtotal 

959 
365 

$0.39 
$136,513.65 

0 
365 

$0.39 
$136,513.65 

959 
0 

$0.00 
$0.00 

A 
B 

Mark-up 10010 $13,651.37 $13,651.37 $0.00 C 

Equipment Total $150,165.02 $150,165.02 $0.00 

Notes 
A The Contractor could not provide evidence to show how many days the K-rail was in place 

and controlling traffic to support the claim. 

B The Contractor could not provide schedules ofwork to support the claimed Stage One delay 
period or the claimed rate. Based on discussion with the Department Resident Engineer, the 
delay period is September 13, 2006 to October 30, 2007 related to Stage Three. 

C Per Section 8-1.09-Right ofWay Delays and Section 9-1.02-Scope ofPayment of the 
Standard Specifications, it is not reasonable fur a mark-up to be paid on this claim. Therefore, 
the claimed 10 percent mark-up is disallowed. 
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EXHIBIT D - MATERIALS ESCALATION ANALYSIS 
P2200-0428A 
07-0607U4 
Security Paving Company, Inc:. 

Security Paving Company, Inc. (Contractor) has claimed asphalt escalation costs of$83,571.48 

($75,974.07 for asphalt cost and $7,597.41 for 10 percent mark-up), and concrete escalation costs of 
$361,979.71 ($329,072.46 for concrete cost and $32,90725 for 10 percent mark-up). Note the 
following analysis: 

Asphalt Costs 
The Contractor's asphalt quote expired December 31, 2006 and the Contractor claimed asphalt costs 
in two parts: costs before the quote expired (February 20, 2004 to June 7, 2007), and costs after the 
quote expired (February 14,2007 to July 10,2007). 

Description Claimed Questioned Supported Notes 
Asphalt cost before quote expired $19,255.00 $19,255.00 $0.00 A.B,C.o 
Asphalt cost after quote expired $56,719.07 $56,719.07 $0.00 A,C 

subtotal $75,974.07 $75,974.07 $0.00 

10"10 mark-up before quote expired $1,925.50 $1,925.50 $0.00 E 
10"10 made-up after quote expired $5,671.91 $5,671.91 $0.00 E 

subtotal $7,597.41 $7,597.41 $0.00 

Asphalt Total $83,571.48 $83,571.48 $0.00 

Notes 
A The Contractor's accounting system does not segregate contract change order costs from 

contract item costs. The Contractor is unable to identify and remove contract change 
order materials quantities and related costs from the claimed costs. Consequently, the 
Department may potentially double pay contract change order costs. 

B The Contractor could not provide schedules ofwork to support the claimed delay period. 
Based on discussion with the Department Resident Engineer, the delay period is 
September 13,2006 to October 30,2007. 

C Claimed asphalt costs before the quote expired contain duplicate transactions that are 
included in the asphalt costs after the quote expired. 

D A portion ofthe claimed asphalt quantities before the quote expired are overstated 
because the Contractor claimed Metric Tonnes quantities when the claimed quantities 
are actually U.S. tons. 

E 	Per Section Section 9-1.02-Scope ofPayment ofthe Standard Specifications, it is ont 
reasonable for a mark-up to be paid on this claim. Therefore, the claimed 10 percent 
made-up is disallowed. 
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EXHIBIT D - MATERIALS ESCALATION ANALYSIS 
P2200-0428A 
07-0607U4 
Secm:i:ty Paving Company, Inc:. 

Concrete Costs 
The Contractor's Concrete quote expired June 30, 2006 and the Contractor claimed concrete costs in 
two parts: costs before the quote expired (June 20, 2003 to June 12, 2006), and costs after the quote 
expired (July 6,2006 to July 2, 2007). 

Descriptioo Claimed Questioned Supported Notes 
..-~~ 

Concrete cost before quote expired $45,747.00 $45,747.00 $0.00 G,B 
Concrete cost after quote expired $283,325.46 $283,325.46 $0.00 G,B 

subtotal $329,072.46 $329,072.46 $0.00 

10"10 mark-up before quote expired $4,574.70 $4,574.70 $0.00 I 
10% mark-up after quote expired $28,332.55 $28,332.55 $0.00 I 

subtotal $32,907.25 $32,907.25 $0.00 

Concrete Total $361,979.71 $361,979.71 $0.00 

Materials Total 	 $445,551.19 $445,551.19 $0.00 

Notes 
G The Contractor's accounting system does not segregate contract change order costs from 

contract item costs. The Contractor is unable to identify and remove contract change 
order materials quantities and related costs from the claimed costs. Consequently, the 
Department may potentially double pay contract change order costs. 

B 	The Contractor could not provide schedules ofwork to support the claimed delay period. 
Based 00 discussion with the Department Resident Engineer, the delay period is 
September 13, 2006 to October 30, 2007. The original concrete quote expired before 
September 13, 2006. 

I Per Sectioo Section 9-L02-Scope of Payment of the Standard Specifications, it is uot 
reasonable for a mark:-up to be paid on this claim. Therefore, the claimed 10 percent 
mark-up is disallowed. 
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EXHIBIT E - OTHER CLAIMED COSTS AND SUBCONTRACTING COST ANALYSIS 
P2200-0428A 
07-0607U4 
Security Paving CC)m=p....aD=Y-,-,""In'-co__________________ 

The Contractor has claimed other costs of$9,522.32 and subcontract escalation costs of 
$360,083.76. Note the following analysis: 

OTHER CLAIMED COSTS 

Claimed CraneVeyor Sign Galvanizing Escalation Costs 

Claimed Questioned Supported Notes 
Additional Cost $1,465.70 $1,465.70 $0.00 A 

10"10 Mark-up $146.57 $146.57 $0.00 B 
Total $1,612.27 $1,612.27 $0.00 

Notes 
A The Contractor could not provide schedules of work to support the claimed delay period 

for the claimed galvanizing escalation costs for overhead signs No. 108 and No. 110. 

B Per Section 9-1.02-Scope ofPayment ofthe Standard Specifications, it is not 
reasonable for a mark-up to be paid on this claim. Therefore, the claimed 10 percent 
mark-up is disallowed. 

Claimed Pollution Insurance Contract Extension Costs 

Claimed Questioned Supported Notes 
Additional Cost $2,062.50 $2,062.50 $0.00 C 

10"10 Mark-up $206.25 $206.25 $O.OOB 
Total $2,268.75 $2,268.75 $0.00 

Notes 
B Per Section 9-1.02-Scope ofPayment ofthe Standard Specifications, it is not 

reasonable for a mark-up to be paid on this claim. TherefOre, the claimed 10 percent 
mark-up is disallowed. 

C The Contractor claimed a 6-month extension ofpollution insurance (Barney & Barney) 
policy premimn costs. These costs are considered to be overhead costs, such as field 
office overhead in accordance with Contract Special Provisions Section 10-1.08. 
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EXHmIT E - OTHER CLAIMED COSTS AND SUBCONTRACIING COST ANALYSIS 
P2200-0428A 
07-0607U4 
Security Paving Company~.-=ln=cc.-,--________________~___ 

Claimed NOPC 17 - Directive to Vacate Work Area Extra Won at Force Account Costs 

Claimed Questioned Supported Notes 
Labor $2,392.91 $2,392.91 $0.00 D 

Equipment $3,248.39 $3,248.39 $O.OOD 
Total $5,641.30 $5,641.30 $0.00 

Total Other Claimed Costs $9,522.32 $9,522.32 $0.00 
==~~==~~~====~~ 

Notes 
D The Contractor's accounting system does not segregate extra work at furce account 

costs from costs ofother operations. The Contractor's source documents, such as 
timesheets, do not identify labor hoUl1l, equipment or equipment hoUl1l for extra work at 
force account Extra won at force account costs are not supported. 

SUBCONTRACT ESCALATION COSTS 

Claimed Notes 
A.M. Concrete $34,481.23 E 
D.G. Yeager $2,287.84 F 
Martinez Steel $131,955.61 G 
P and D Consultants $22,195.68 F 
Sterndahl Enterprises $22,303.27 F 
Sullivan Concrete Textures $64,693.98 G 
Taft Electric Company $82,166.15 G 

Total $360,083.76 

Notes 
E There is an apparent conflict ofinterest in the procurement of the A.M. Concrete 

subcontract according to 49CFR, Subpart 18.36. The claimed escalation costs of 
$34,481.23 for subcontractor AM. Concrete should be disallowed. 

F Audits are waived. 

G See the corresponding audit reports fur the following subcontractors: 


Martinez Steel Audit Report No. P2200-0428B 
Sullivan Concrete Textures Audit Report No. P2200-0428F 
Taft Electric Company Audit Report No. P2200-0428D. 
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